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FOREWORD

This research and development was conducted under Contract N00123-80-D-0591
with REHAB Group, Inc. in response to Navy Decision Coordinating Paper, Military
Personnel Cost Projection (NDCP-ZII82-PN), subproject PN.03, Compensation and
Incentives for Military Force Management. It was sponsored by the Deputy Chief of
Naval Operations (OP-01). The objective of the subproject is to develop techniques,
analyses, and procedures that will permit Navy personnel managers to make knowledge-
able assessments of the cost and retention consequences of existing and/or proposed
compensation policies. The objective of the effort described herein was to examine the
legislative history/intent, eligibility criteria, and cost and value of the Special Pay for
Duty in Certain Places (CPP). In an ongoing effort, the cost, effectiveness, and
administrative burden of the present CPP system is being compared with those of a set of
alternative pay schemes. These two efforts should provide an analysis of CPP in
sufficient detail to permit OP-O to make informed decisions concerning legislation
designed to modify the CPP system.

JAMES F. KELLY, JR. JAMES 3. REGAN
Commanding Officer Technical Director
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SUMMARY

Problem

Many types of special pays have lost their significance with respect to the total
military compensation package. because some pay rates have not been changed for 20 or
more years, they are perceived as token payments by the recipients. Furthermore, it is
doubtful whether these pays are fulfilling either their original or current intent. One
example is Certain Places Pay (CPP), which is paid to enlisted personnel serving at
specified locations outside the contiguous United States to improve their morale and to
compensate for the greater-than-normal rigors of service at such locations.

The purpose of this research effort was (1) to examine, from an historical per-
spective, the evolution of CPP, and (2) to describe the Congressional intent, the eligibility
criteria, and the cost and value of the pay as it has changed over time.

Approach

An examination was made of the legislative history of Certain Places Pay (CPP),
applicable portions of pertinent military compensation studies, and Defense Department
budget justifications.

FindinLs

1. The dollar expenditures for CPP have leveled off from a peak during the Vietnam
War of $127.7 million to about $23.6 million in FY30. The Army and Air Force account
for about 68 percent of the CPP commitment, but the Navy/Marine Corps share has risen
dramatically in the last 2 to 3 years.

2. CPP rates have not changed since 1949 when they were set between $3.00 and
$22.50 per month, depending on the recipient's pay grade.

3. CPP has declined from about 10 percent of enlisted basic pay in 1949 to
somewhat less than 2 percent currently.

4. In 1979, an E-4's (6 YOS) CPP of $13.00 was worth $4.28 in 1949 purchasing
power. The dollar value of CPP has remained constant since 1949, resulting in a 67
percent decline in purchasing power since that time.

5. Evolution of the present CPP system over the past 30 years has been
characterized by a lack of well-defined intent and quantifiable justification for its
contimatiml. Congressional Intent in providing foreign duty pay has been somewhat

f 'J  dependent on U.S. involvement In overseas hostilities.

CPP has declined In value and significance (relative to base pay) so that It Is now no
mr then a OtoW payment for rigorous foreign duty.
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INTRODUCTION

Problem

Over the years, Certain Places Pay (CPP), also known as "foreign duty" pay, has
evolved from a meaningful addition to basic military pay for foreign service ashore to a
token payment for enlisted personnel serving in designated foreign duty areas. The rates
of remuneration for such duty have not been changed in 30 years. As a result, although
CPP was originally intended to improve morale, it now represents an almost insignificant
amount to the individuals who receive it. Moreover, the total appropriation requested by
the Department of Defense for CPP for FY80 is approximately $25.59 million. It may be
that this amount could be more effectively applied to meet other internal management
needs, or the appropriation could be increased to provide an incentive that would be
perceived as meaningful by enlisted personnel.

Purpose

The purpose of this research effort was (1) to examine, from an historical per-
spective, the evolution of CPP, and (2) to describe the Congressional intent, the eligibility
criteria, and the cost and value of the pay as it has changed over time. In an ongoing
effort, the cost, efficiency, and administrative burdens associated with the present CPP
system will be compared with those of alternative pay schemes (Dorsey, King, Chipman, &
Rowe, forthcoming).

A major difficulty encountered in conducting this work was determining the intent of
Congress in providing CPP, as differing from the intent of the recommendations of
various defense compensation study groups and the services themselves. It is possible that
the lack of purpose and inability to provide firm, quantifiable objectives for this special
pay is the primary reason why it has become an insignificant payment for purposes of
morale.

THE LEGISLATIVE HISTORYINTENT, CRITERIA, AND
ELIGIBILITY FOR CERTAIN PLACES PAY (CPP)

According to background papers of the Third Quadrennial Review of Military
Compensation (Third QRMC, 1976a), military personnel serving outside the United States
were first awarded extra pay after the Spanish-American War, when the United States
emerged as a world power and U.S. forces were extensively deployed "beyond the seas"
(see Table 1). At the turn of the century, U.S. forces--officer and enlisted (except
Navy)--serving outside the contiguous U.S. received an additional 10 to 20 percent of base
pay, respectively, as a reward for serving in a foreign environment. Although persons
serving in Hawaii, Puerto Rico, and the Canal Zone were, from time to time, excluded
from foreign duty pay, the basic provisions remained unchanged until after World War I
when the Joint Services Pay Act of 1922 (42 Stat. 625) abolished foreign duty pay entirely.
Twenty years later, in 1942, foreign duty pay was reinstated as a wartime measure and,
for the first time, included Navy enlisted personnel. The amount was the same as in 1922:
10 percent of base pay for officers and 20 percent for enlisted.
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During World War !1, sea duty pay and foreign duty pay were linked and rates
standardized. This special pay was authorized to (1) offset high living costs incurred in
overseas foreign duty and increased costs of family separation, and (2) encourage
acceptance of the rigors and hardships of serving overseas.

Since its reestablishment in 1942, foreign duty pay has been a regular addition to
basic pay despite the use of cost of living and dollar-exchange allowances (COLA)
authorized to ease the burden of overseas assignments. In 1947, the Joint Army-Navy
Personnel Board Pay Committee noted that "overseas pay" unnecessarily complicated the
pay scale; however, they conceded its value for enlisted personnel as a morale or
incentive factor. The Joint Committee was unable to resolve the overseas pay issue, as
they split along service lines. The seagoing services desired retention of sea duty pay on
the reduced scale of 10 percent extra for all grades. The Army and Air Force felt that, if
sea duty pay was retained, foreign pay and a form of field duty pay should be kept at the
same rate. This, presumably, was for morale purposes.

In December 1947, then Secretary of Defense James Forrestal, recognizing the need
for a comprehensive, unbiased, and objective report on service pay, appointed a
committee of eminent civilians to examine the service pay schedules and to report to him
their opinion of changes required. This Advisory Commission on Service Pay, chaired by
Mr. Charles R. Hook and known as the Hook Commission, transmitted its final report to
Secretary Forrestal on 10 December 1948 (Advisory Commission on Service Pay, 1948).
This report recommended that sea pay and foreign duty pay for commissioned and warrant
officers be eliminated and that, for morale purposes, a flat rate of $15 per month be
provided for enlisted personnel on sea or foreign duty. The commission indicated that
overseas pay was to be regarded as a token payment for purposes of enlisted morale.
Although the commission initially desired to eliminate all special pays, it was prevailed
upon by service representatives to retain, to some degree, sea and foreign duty pay for
enlisted men. This decision by the commission was primarily based on consideration of
the number of enlisted ratings in the Navy who stayed at sea for a great number of years.

The 81st Congress confirmed the Hook Commission's rationale for continuing foreign
duty pay for enlisted morale purposes by enacting the Career Compensation Act of 1949
(63 Stat 802). This act eliminated sea pay and foreign duty pay for all commissioned and
warrant officers and adopted a sliding scale of special pay for enlisted personnel in lieu of
the flat $15 a month that the Commission recommended. This scale, which is still in use
today (see Table 2), ranges from a low of $8 per month for the lowest enlisted grade to a
high of $22.50 a month for the top enlisted grades. In passing the act, Congress agreed
with the Hook Commission that sea duty and foreign duty were part of the normal career
of all members of the uniformed services, and that such members, especially officers,
should not be compensated with special pay for overseas assignments that must be
anticipated as part of a normal career in the services.' They also agreed with the Hook
Commission that some small remuneration should be granted to enlisted personnel who
serve at sea or foreign stations because of the morale factor involved. The substitution of
a sliding scale rate based on pay grade, in lieu of the flat rate that the Hook Commission
recommended, was made in committee. Apparently, the change was based on a request
from the Navy who, along with the Air Force, had favored a flat 10 percent increase for
both officers and enlisted men. This increase was intended to reward men with longer
service who went to sea or were assigned foreign duty on a recurring basis and presumably
required greater incentive.

'See House Armed Services Committee, Testimony on Sec. 206 HR 2553/15007, 1949,
p. 1637, 2440-2445.
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Table 2

Current Certain Places Pay by Pay Grades
(Effective since 1949)

Pay Grade Monthly Rate

E-1 & E-2 8.00

E-3 9.00

E-4 13.00

E-5 16.00

E-6 20.00

E-7--E-9 22.50

Note that this act authorized payment of sea or foreign duty pay for enlisted
personnel regardless of (I) their location outside the continental limits of the United
States and (2) whether or not their dependents were at their duty station.

Four years later, in March 1953, the Commission on Incentive-Hazardous Duty and
Special Pays (the "Strauss Study ") recognized the inconsistency of regarding all enlisted
duty at sea and all foreign duty stations in the same light and of limiting eligibility for
special pay to enlisted personnel:

As a matter of principle, it is believed that a pay should be intended
to meet a specific need and, to be justified, should give tangible
evidence of accomplishing its purpose. There is considerable ground
for doubt that this pay fulfills any need except by chance.

The report also noted that, although the principal arguments presented by the services in
behalf of sea pay and foreign duty pay applied to officers as well as enlisted, only the
latter had received such pay since the Act of 1949. These reasons were:

1. To cover increased cost of maintaining two households and extra expenses
incurred by the servicemen and their families.

2. To provide compensation for disagreeable or undersirable aspects of sea and
foreign duty.

3. To improve morale.

In addition, it argued that the pay was being given to members separated from their
families, to those whose families were with them on foreign stations, and even to those
without dependents! (Note: This is prior to the establishment of the Family Separation
Allowance (FSA)). Finally, the pay was not only given to persons serving long periods at
sea or at isolated foreign stations, but also to those serving at many desirable locations.

The Strauss Study did agree that special pay served as a morale factor for those who
performed extended periods of disagreeable or undesirable duty. However, because of the

4
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rotational nature of such assignments, it concluded that no special consideration or
payment should be given to compensate for them. The report recommended:

1. Extra pay for sea duty and foreign duty should no longer be authorized for
military personnel departing from the United States or reporting for sea duty subsequent
to 30 June 1953.

2. Extra pay for foreign duty should be terminated on 30 June 1953 for residents of
Puerto Rico, Hawaii, and other territories or insular possessions who are on duty in their
places of residence.

The Strauss Study recommendations were never acted upon, but the study serves as
an excellent source for examining the post-Korean War service rationale for continuing
foreign duty pay. In addition to recommending termination of foreign duty pay, the study
established a requirement to develop a formula under which all differential pays would be
computed as a percentage of base pay. It pointed out that, if the practice of increasing
base pay without a corresponding increase in differential pays was continued, differential
pays would ultimately represent such a small incentive that their utility would be
nullified.

In 1957, the Defense Advisory Committee on Professional and Technical Compensa-
tion (Cordiner Committee), after studying the entire area of special compensation
practices for overseas duty within the federal government and private industry, recom-
mended legislation to authorize special pay for both officers and enlisted personnel
performing duty where unusual hardships existed. It recommended discretionary pay in
the amount of 10, 15, 20, or 40 percent of basic pay, depending on the degree of hardship
(restrictive and difficult living conditions). The proposal was patterned after the system
used by the Department of State. Traditionally, this department had maintained its
compensation and benefit structure for foreign service employees on an incentive basis to
ensure the retention of qualified career employees. The recommended legislation to
implement this proposal was never submitted to Congress, but remained under Defense
Department consikcration for 5 years until the next compensation study group was formed
(Defense Study of Military Compensation ("Gorham Study") 1962).

The Gorham Study concluded that existing provisions for sea pay and foreign duty pay
for enlisted members should be repealed and replaced by additional compensation in the
form of a special pay ranging from 15 to 25 percent of basic pay for all members of the
uniformed services while on duty at specified remote and isolated stations (including
specified sea duty). The study noted that the Act of 1949 was deficient in that it did not
authorize extra pay for officers assigned overseas irrespective of location or degree of
"hardship" involved. It also lacked selectivity in its application to enlisted members and
did not recognize unusual hardship conditions. In addition, it noted that the scale of $8.00
to $22.50 per month was based upon judgmental factors applied by Congress, and there
was no accepted standard against which to measure the adequacy or inadequacy of these
amounts. From the experience gained since 1949, the study concluded that the present
sea and foreign duty pay was not a significant retention factor, and that the lack of extra
pay for duty at remote and isolated locations did have some adverse effect on retention.

The Gorham Study attempted to avoid the problem of determining subtle degrees of
hardship by recommending that only two rates of special pay--IS and 25 percent--be
authorized. These rates were based upon consideration of the range (10-25 percent)
authorized for foreign service and civil service employees, and a desire to set the
maximum criteria in determining "extraordinary" hardship for military members at a
higher level than that used for other government employees. Also, it was recommended
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that the selection of the rate and specific remote and isolated stations (including
specified sea duty) be a discretionary authority of the Secretary of Defense.

The Uniformed Services Pay Act of 1963 (77 Stat 216) provided a selective
discretionary special pay for duty at certain places, but maintained the sliding scale of
rates established in 1949. This act, as originally introduced (HR3006), contained the
Gorham Study recommendations and rationale. It proposed that the existing provisions for
sea pay and foreign duty pay for enlisted members be eliminated, and that greater
compensation, in the form of special pay at rates of 15 and 25 percent of base pay, be
provided for officers and enlisted while on duty at specified locations (including sea duty).
Instead of endorsing this plan in toto, Congress retained the provisions for special pay for
sea duty and duty at certain places for enlisted morale purposes, and adopted a family
separation allowance (FSA). The FSA was intended to compensate officers and enlisted
personnel who would normally be entitled to transport their dependents and household
effects to their duty stations at government expense, but who were denied the right to
have their dependents with them for various reasons.

The issue of continuing CPP has been considered as a sidelight to the many changes in
military compensation that have occurred since 1963. The reports and rationale of the
Quadrennial Reviews of Military Compensation of 1966, 1971, and 1976, as they reflect
the changing view of military compensation vis-a-vis CPP, are worthy of brief considera-
tion. (A quadrennial review of the principles and concepts of the compensation system for
members of the uniformed services has been required by law (37 USC 1008b) since 1966.)

In December 1966, as the United States became more deeply involved in the war in
Vietnam, the Military Compensation Board was convened to conduct the First Quadrennial
Review of Military Compensation. The actual study, entitled "Modernizing Military Pay,"
was begun in March 1966 by an interservice task force headed by Rear Admiral
L. E. Hubbell, USN, supplemented by outside consultants (First QRMC, 1967). It focused
on regular military compensation (RMC) and retirement pay and was one of the most
comprehensive and factual studies of military pay that had ever been undertaken. It
recommended a major revision that would include a salary system that would not only be
less complex and confusing, but also provide linkage to civilian and civil service pay. Its
findings and recommendations concerning CPP were limited by an inability to evaluate
precisely the adequacy of existing special pay rates. Although the First QRMC did not
find a basis for changing the pay rates, it did believe that special pays should be restricted
to clearly identified circumstances that imposed a marked degree of hardship. The final
recommendation was that CPP be retained at the existing rates pending an evaluation of
the recommended salary system. Findings of the study were reviewed by a policy board
composed of Assistant Secretaries of Defense (Manpower and Comptroller), principal
service officials, and a representative from the Bureau of the Budget.

The 1971 Quadrennial Review of Military Compensation (Second QRMC, 1971) was
convened as the United States presence in Vietnam was being reduced and zero draft calls
were in effect. Therefore, adequate compensation to attract the "first-timer" was a
primary consideration. In this environment, the Second QRMC limited its study of special
pays to those areas most likely to present a critical problem. These were pay to certain
personnel (flight and submarine personnel, physicians, dentists, veterinarians), pay under
hostile fire conditions, and enlisted allocation and retention pays. Although the Second
QRMC did not review CPP, it did note that:

Sea pay deserves mention at this point. The need for an improved
incentive to mitigate the arduous requirements of a career at sea has
long been recognized. It has further been recognized that the present

6

77 '



coupling of sea pay with Certain Places Pay was an inappropriate
grouping as their purpose is not similar.

Thus, for the first time since World War 11, sea pay and certain places pay were considered
separately by a major compensation study. In choosing not to study sea pay, however, the
Second QRMC relegated CPP to a priority too low to be considered.

The Third Quadrennial Review of Military Compensation focused on total military
compensation in an environment of pressure to reduce the defense budget. It sought to
reduce costs by increasing the management efficiency of the military compensation
system rather than by reducing either manpower levels or individual pay. To accomplish
this, a modernized pay and allowance system based on a total compensation comparable to
the Federal Civil Service was envisioned (Third QRMC, 1976c). To account for the
inherent hardship difference not found in civilian employment, the Third QRMC
introduced the military factor, defined on two levels, into consideration of military
compensation (Third QRMC, 1976b). Compensation for Level I, which was defined as the
general military liability generally experienced by all military members, would be in the
form of institutional benefits (e.g., commissary and exchange privileges, and medical
care). Compensation for Level 11, which was envisioned as an individual military liability
contingent on individual assignment to duty involving exposure to risk, hazard, or
condition for which all members were not generally liable, would be made through a
system of special and incentive pays. The Third QRMC made no specific
recommendations concerning CPP, but did indicate that special and incentive pays were
the basic stabilizing element of their recommended modern pay and allowance system.

THE COST OF CERTAIN PLACES PAY

Figure I provides the total DoD dollar expenditures for FY65-80, along with the total
number of DoD personnel authorized CPP during that time. As shown, the dollar
expenditures leveled off from a peak during the Vietnam War (FY69) of $127.7 million to
about $25.6 million in FY80.

Table 3 provides CPP dollar and man-year expenditures for DoD and each of the
individual services for FY70-80, in addition to the percentage share attributable to each
service. A few observations from this table are worthy of consideration:

1. Between FY70 and FY80, both the total number of DoD personnel receiving CPP
and the dollars expended for CPP declined by roughly 78 percent. This is clearly a result
of a cutback in U.S. overseas commitments, particularly in Southeast Asia.

2. While the CPP expenditures of all services has diminished since FY70, the Army
and Air Force still have the largest commitments (combined, they account for 68 percent
of the expected FY80 dollar expenditure). However, their portion has declined over the

decade in favor of the Navy/Marine Corps. The latter's share rose from 20 percent of the
total CPP dollars in FY70 to 32 percent in FY80.

3. Because of the larger number of Air Force and Navy personnel in higher grades
assigned to foreign locations, their portion of the CPP dollars exceed their share of
personnel, while the reverse is true for the Army and Marine Corps.

4. The level and distribution of CPP dollars and personnel have been basically
constant since FY77.

A detailed breakdown of DoD CPP expenditures can be found in Appendix A.
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THE VALUE OF CERTAIN PLACES PAY

When the 81st Congress passed the Career Compensation Act of 1949, the CPP rates
provided were about 10 percent of the enlisted members' basic pay. However, since the
rates have not been increased since that time, this percent now amounts to something less
than two percent due to inflation. As an example, Figure 2 reflects the decline of CPP as
a percentage of basic pay for an E-4 (6 YOS) during 1949-80. CPP as a percentage of
base pay for all enlisted pay grades during this period is provided in Appendix B.
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Figure 2. Certain Places Pay as percent of basic pay (E-4, 6 YOS) 1942-1980.

The effect of inflation is amplified when the purchasing power or value of the special
pay is computed annually (1949-1979) relative to 1949. To illustrate, Table 4 and Figr 3
reflect the decline in the monthly purchasing power of the CPP for an E-4--from $13.00
in 1949 to $4.28 in 1979. Even though the dollar value of the pay has remained constant,
it is worth nearly 67 percent less in 1979 than in 1949.

Perhaps the most dramatic evidence of the token nature of CPP appears in Figure 4
and Table 5. Here, we have determined the relative purchasing power of CPP over time
(in 1949 dollars) for a typical enlisted (due course) who began a 31-year career in 1949.
While the member occasionally received boosts in his purchasing power through advance-
ment to higher pay grades arid, hence, larger CPP rates, CPP purchasing power ultimately
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Table 4

Relative Purchasing Power of Certain Places Pay: E-4, 1949-1979

Certain Places Relative
Pay ($) CPI Purchasing Power

Year (E-4) (1949 = 100) of CPP ($)

49 13.00 100.0 13.00
50 13.00 101.0 12.87
51 13.00 108.9 11.94
52 13.00 111.3 11.68
53 13.00 112.2 11.59
54 13.00 112.7 11.54
55 13.00 112.3 11.58
56 13.00 114.0 11.40
57 13.00 118.1 11.01
58 13.00 121.3 10.72
59 13.00 122.3 10.63
60 13.00 124.2 10.47
61 13.00 125.5 10.36
62 13.00 126.9 10.24
63 13.00 128.4 10.12
64 13.00 130.1 9.99
65 13.00 132.4 9.82
66 13.00 136.1 9.55
67 13.00 140.1 9.28
68 13.00 145.9 8.91
69 13.00 153.8 8.45
70 13.00 162.9 7.98
71 13.00 169.9 7.65
72 13.00 175.5 7.41
73 13.00 186.4 6.97
74 13.00 206.9 6.28
75 13.00 225.8 5.76
76 13.00 238.9 5.44
77 13.00 254.0 5.12
78 13.00 273.7 4.75
79 13.00 303.4 4.28
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Table 5

Relative Purchasing Power of Certain Places Pay Over "Due Course"
Enlisted Career, 1949-1978

(In 1949 Dollars)

Length of Pay Certain Places Purchasing
Service Grade Pay/Month CPI Power of

Year (Year Serving) (Due Course) ($) (1949 = 100) CPP ($)

49 1 E-1 8.00 100.0 8.00
50 2 E-2 8.00 101.0 7.92
51 3 E-3 9.00 108.9 8.26
52 4 E-4 13.00 111.3 11.68
53 5 E-4 13.00 112.2 11.59
54 6 E-5 16.00 112.7 14.20
55 7 E-5 16.00 112.3 14.25
56 8 E-5 16.00 114.0 14.04
57 9 E-6 20.00 118.1 16.93
58 10 E-6 20.00 121.3 16.49
59 11 E-6 20.00 122.3 16.35
60 12 E-6 20.00 124.2 16.10
61 13 E-6 20.00 125.5 15.94
62 14 E-6 20.00 126.9 15.76
63 15 E-7 22.50 128.4 17.52
64 16 E-7 22.50 130.1 17.29
65 17 E-7 22.50 132.4 16.99
66 18 E-8 22.50 136.1 16.53
67 19 E-8 22.50 140.1 16.06
68 20 E-8 22.50 145.9 15.42
69 21 E-9 22.50 153.8 14.63
70 22 E-9 22.50 162.9 13.81
71 23 E-9 22.50 169.9 13.24
72 24 E-9 22.50 175.5 12.82
73 25 E-9 22.50 186.4 12.07
74 26 E-9 22.50 206.9 10.87
75 27 E-9 22.50 225.8 9.96
76 28 E-9 22.50 238.9 9.42
77 29 E-9 22.50 254.0 8.86
78 30 E-9 22.50 273.7 8.22
79 31 E-9 22.50 303.4 7.42

A
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is so eroded by inflation that its value in the member's 31st year is less than it was in his
1st year of service ($7.42 vs. $8.00).

CONCLUSIONS

Certain Places Pay has declined in value and significance (relative to base pay) such
that it is no more than a token payment for rigorous foreign duty.
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APPENDIX A

DEPARTMENT OF DEFENSE EXPENDITURES FOR CERTAIN PLACES
PAY BY SERVICE AND PAY GRADE, FY70-40
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APPENDIX B

CERTAIN PLACES PAY AS A PERCENTAGE OF ENLISTED BASE PAY, 1949-1990
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